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BORRONER AND
GUARANTOR:

EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

CBJECTI VES:

DESCRI PTI ON:

( PE- 0189)

EXECUTI VE SUMVARY

The Republic of Peru

Cor por aci 6n Fi nanciera de Desarrollo S. A (COFl DE)
[ Devel opnent Fi nance Cor porati on]

| DB: US$30, 000, 000 (CC)

Local counterpart funding: USs$12, 860, 000

Tot al : Us$42, 860, 000

Anortization period: 25 years

Di sbur senent peri od: 3 years

Conmi t ment peri od: 2.5 years

Interest rate: vari abl e

I nspecti on and supervision: 1%

Credit fee: 0. 75%

Currency: US$ single currency
facility

The programis general objective is to support
devel opment of (urban and rural) microenterprises
that are comercially viable and are their owners'
mai n source of income. The specific objectives are
to: (i) give mcroenterprises greater access to
credit and other financial-sector services; and
(ii) continue the process of formng an institutional
base of financial internediaries capable of providing
the mcroenterprise sector wth increasing and
uni nterrupted service.

Financing from the program wll be designed to
i ncrease the capacity of IFls in the formal sector

(banks, private devel opnent finance conpani es, CMACs,

CRACs and smal | - busi ness and m croenterprise
devel opnent institutions) to provide «credit to
mcroenterprises on a sustained basis and on terns
conparable with those available on the market. The
program is multisectoral in nature. Its resources
will be used to finance short- and nediumterm | oans
to eligible individuals or juridical persons in the
m croenterprise sector. Those |oans are to go toward
financing working capital or purchasing fixed assets
to est abl i sh, consol i dat e, and i mprove t he
productivity of the recipients' businesses. The
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ENVI RONMENTAL  AND
SOC AL | MPACT
REVI EW

BENEFI TS:

POVERTY TARCETI NG

Rl SKS:

present program builds upon the credit conponent
introduced in the first global mcroenterprise credit
program |aunched in 1996.

The inportance of the neasures conducted under the
first gl obal mcroenterprise credit program is
enphasi zed. They will continue under this program
and consist of the followng: (i) help the I1FIs
classify the main types of mcroenterprises and their
envi ronment al i npact  and, especi al ly, det erm ne
measures that will mitigate any adverse effects on
the environnent; (ii) assign the subloans an
environmental classification; and (iii) contract a
specialized firm to nonitor and ensure that
environment -rel ated neasures taken by the IFls and
the m croenterprises are properly inplenented.

The expanded financial services planned under the
proposed program are expected to have a positive

soci oeconomic inmpact as they wll open up nore
opportunities for enploynment and income for the
needi est groups. The programis resources wll
ultimately go to mcroentrepreneurs wth viable
busi nesses. Beneficiaries will be offered a quick

and timely financial product that will enable themto
take advantage of the opportunities afforded by the
grom h either already posted or projected in Peru's
econony. Where the financial system is concerned,
the programwi ||l help expand and diversify the range
of financial services available for mcroenterprise.
This, in turn, wll increase the conpetition to
serve this nmarket segnment and thus help |ower
interest rates and transaction fees.

The nature of the program 1is such that it
automatically qualifies as "targeting |ow-incone
groups” (poverty-targeted investnent).

One of the programis main risks is that the
anticipated inpact may not be obtained iif the
macroeconom ¢ and financi al climate makes it
difficult to sustain a steady and efficient flow of
credit resources to the mcroenterprise sector.
However, that risk is mnimzed by the favorable
medi umterm prospects for Peru' s econony due to the
authorities' adherence to the economc program
consolidation of the refornms introduced at the start
of the decade, and the neasures taken to cope with a
possi bl e deepening of the Asian crisis. The second
risk is that for reasons beyond its control, COFlDE
mght not be in a position to avoid selecting IFls
that are not financially sound. To minimze this
ri sk, however, the program design has built the
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necessary safeguards into the Credit Regulations.
Al so, COFIDE has recently established a special unit
for risk analysis. A third risk, which is that
demand falls short of expectations, is highly
unli kely since the operation was scaled on the basis
of a conservative demand forecast. Furthernore, the
t echni cal assistance to transfer t he credit
technol ogy from the Mcroglobal | program which is
getting wunderway, wll provide anple support f or
creating increased institutional capacity to |end
resources to a sector that still receives few
services fromthe financial system

The proposed operation fits into the Banks' strategic
areas in the country and in the sector, especially
given its support to mcroenterprise and job
creation. The Bank's strategic areas of operation in
Peru for the 1998-2000 period, as enunerated in the
country paper, are: (i) support for nodernization of
the economny, which includes the second stage of the
structural reform process and support to small
busi nesses and mcroenterprise to inprove their
productivity; (ii) support for job creation, poverty
reduction and the delivery of social services; and
(iii) nodernization of the State. The operation is
al so an integral part of the neasures planned for the
"Mcro 2001 Program" in whi ch support to
mcroenterprise in the region is expected to top
US$500 million

(a) Prior to the first disbursenment fromthe program
COFI DE nust submit the followng to the Bank's

satisfaction: (i) the contract signed with the
borrower for the transfer and execution of the
pr ogram (ii) evidence t hat t he Credit

Regul ations are in effect; and (iii) at |east
eight (8) subsidiary participation agreenents
signed with eligible IFls. COFIDE will also be
required to submt its financial statements and
those of the program audited annually for the
duration of the program s di sbursenment period and
for up to another three (3) years from the date
of the |ast disbursenent.

(b) (i) the conmtment to put recoveries to the
specified use for the indicated tine period (see
paragraph 3. 3); (ii) presentation  of t he
environnmental evaluation within the first six
nmont hs of every cal endar year, starting the year
after the first disbursenent from the |oan (see
par agr aph 3.7); (i) i ncl usi on of t he
i nformation indicated in paragraph 3.8 as part of
t he sem annual pr ogress reports;
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(iv) presentation of the financial statenents of
COFIDE and of the program every year for the
duration of the disbursement period and for up to
three nore years after the date of the |ast
di shursenent (see paragraph 3.9); (v) presen-
tation of the results of the ex post evaluation
of the program (see paragraph 3.10); and
(vi) recognition of expenditures that can be
charged against the |ocal counterpart funding and
the Bank financing, effective June 30, 1998 (see
par agraph 3.12).



